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REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . We were engaged to audit the accompanying financial statements of Kgetlengrivier Local Municipality, which 
comprise the statement of financial position as at 30 June 201 0, the statement of financial performance, 
statement of changes in net assets and the cash flow statement for the year then ended, and a summary of 
significant accounting policies and other explanatory information, as set out on pages [XX] to [XX]. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these financial statements in 
accordance with South African Standards of Generally Recognised Accounting Practice (SA Standards of 
GRAP) and in the manner required by the Municipal Finance Management Act of South Africa, 2003 (Act 
No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA). 
This responsibility includes: designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from material misstatement, whether 
due to fraud or error; selecting and applying appropriate accounting policies; and making accounting 
estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996) and section 4 of 
the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my responsibility is to express an 
opinion on these financial statements based on conducting the audit in accordance with the International 
Standards on Auditing and General notice 1111 of 2010 issued in Government Gazette 33872 of 15 
December 2010. Because of the matters described in the Basis for disclaimer of opinion paragraphs, 
however, I was unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Accumulated Surplus 

4. I was unable to determine the existence, completeness, valuation, and rights and obligation of Accumulated 
Surplus of R207 738 045 as stated in the Statement of Financial Position and in the Statement of Changes 
in Net Assets because sufficient and appropriate audit evidence to supporting the following differences and 
adjustments are not available, 

• difference of R45 980 831 opening balance and the prior year closing balance 

• prior period error adjustment of R1 1 721 731 and changes in accounting policy of R17 805 109 

• journal adjustments of R200 771 967 

Cash flow statement 

5. I was unable to obtain sufficient appropriate audit evidence for the Increase in Conditional Grant and 
Receipts of R31 526 212 which was included as part of cash generated by operations, as disclosed in 
note 27 of the financial statements. The municipality’s records did not permit the application of alternative 
procedures. Consequently I was unable to satisfy myself as to the accuracy, completeness and presentation 
and disclosure of the cash flow statement. 

Revenue 

6. The municipality did not perform a property rates reconciliation between the valuation roll, the valuation is 
loaded on the accounting system and property rates are billed. Consequently I was unable to determine the 
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completeness and accuracy of property rates of R2 701 562 (2009: R 2 358 492) as disclosed in the 
statement of financial position of the annual financial statement. I was unable to perform alternative 
procedures due to the unavailability of core data. 

• I was unable to determine the completeness, occurrence, accuracy and classification of Government 
Grants and Subsidies - Capital, amounting to R12 258 308 due to the availability of supporting 
documentation for transactions amounting to R2 177 101 . 

• I was unable to obtain sufficient appropriate audit evidence for an adjustment of R6 292 421 made to the 
prior year Revenue. 

• I was unable to obtain sufficient appropriate audit evidence for agency fees of R2 899 103 derived from the 
administration of licences and permits. 

Expenditure 

7. I was unable to determine the completeness, occurrence, accuracy and classification of Expenditure of 
R81 709 089 in the statement of financial performance, due to the unavailability of sufficient and appropriate 
audit evidence for 

• transactions amounting to R5 325 758 

• employee cost of R 3 234 51 3 

• a R81 5 382 difference between the general ledger and the financial statements relating to General 
Expenses 

• a R3 234 513.54 difference between the general ledger and the financial statements relating to employee 
cost 

• The total employee cost amount as per the general ledger accounts differs with the amount disclosed in the 
annual financial statements by R3 234 513.54 

• depreciations charges of R3 141 935 due to the scope limitation reported under Property Plant and 
Equipment 

• for an adjustment of R6 065 21 1 made to the prior year General expenses 

• for an adjustment of R1 1 38 231 made to the prior year Bulk purchases 

• for adjustment of R454 960 made to the prior year Remuneration of councillors 

• The Pay As You Earn deduction was incorrectly calculated which resulted in an overstatement of salary 
paid. 

Property, plant and equipment 

8. I was unable to verify the completeness, existence, valuation, rights and obligations of Property, Plant and 

Equipment of R227 626 225 as disclosed in the Statement of Financial Position due to the following 
qualifications. Furthermore, it was impracticable to quantify the resulting misstatement on the accumulated 

depreciation and depreciation due to the extended of the below mentioned scope limitations. I was unable to 

perform alternative procedure to the limited information available from the asset register. 

• unavailability of sufficient and appropriate audit evidence to support capital projects under construction of 
R22 098 565.60 that was capitalised as infrastructure assets 

• unavailability of sufficient and appropriate audit evidence to support capital expenditure of R2 1 77 01 0 

• unavailability of sufficient and appropriate audit evidence to support adjustments of R7 593 993.98 made to 

the current year opening balance of infrastructure assets 

• unavailability of title deeds for land and buildings of R5 056 91 5.52 

• unavailability of sufficient and appropriate audit evidence to support for additions to property, plant and 

equipment of R1 082 872. 

• for an adjustment of R7 593 993.98 made to the prior year Infrastructure assets 

• additions of R950 964 was not capitalised 

• the asset register did not contain sufficient detail, like location detail, to verify the existence of assets. 
Furthermore, all assets did not contain bar-codes therefore it was not possible to trace assets from the floor 
to the register 

• according to the accounting policy the municipality used the revaluation model to measure land and 
building. No independent assessment was done and to determine the fair value of land and building. 
Furthermore the value of land in the asset register differs to the value of land as per the valuation roll which 
is an indication that the revaluation model was not applied. 

• unavailability of sufficient and appropriate audit evidence to support difference of R1 35 488 501 between 
the asset register and the financial statements 

• unavailability of sufficient and appropriate audit evidence to support difference of R224 849 485 between 
the general ledger and the financial statements 
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• unavailability of sufficient and appropriate audit evidence to support difference of R3 31 9 434 between the 
accumulated depreciations charges as per asset register and the financial statement 

• the municipality did not comply Standard of Generally Recognised Accounting Practice, GRAP 17, 

Property, plant and equipment which requires that 

i. each part of an item of property, plant and equipment with a significant cost relative to the 
item be depreciated separately, . 

ii. the residual value and the useful life of an asset shall be reviewed at least at each 
reporting date because assets with no value, which is still in use was not re-assed 

ill. whether there is any indication that assets may be impaired 

Government Grants and Subsidies 

9. I was unable to obtain sufficient appropriate audit evidence for the difference of R13 432 383 between the 
opening balance and prior year closing balance of the unspent conditional grants as disclosed in the 
statement of financial position and note 13 to the annual financial statements. The municipality’s records did 
not permit the application of alternative audit procedures. Consequently, I was unable to determine the 
existence, completeness, valuation, and rights and obligation of the opening balance of unspent conditional 
grants of R31 605 462 as disclosed. 

10. I was unable to obtain sufficient appropriate audit evidence for conditional grants of R18 966 146 included in 
the statement of financial position. No business plans for conditional grants were provided and the 
municipality’s records did not permit the application of alternative audit procedures. Consequently, I was 
unable to determine the existence, completeness, valuation, rights and obligations of conditional grants of 
R18 966 146 included in Unspent conditional grants and receipts of R36 637 836 in the statement of 
financial position and disclosed in note 13 to the financial statements. 

Cash and cash equivalents 

11.1 was unable to determine the existence, completeness, valuation, rights and obligation relating cash and 
cash equivalents of R3 170 535 as disclosed in the statement of financial position, due to the below 
mentioned limitations. The municipality’s records did not permit the application of alternative audit 
procedures. 

• I was unable to obtain sufficient appropriate audit evidence for theoretical bank overdraft balance of 

R6 605 591 because there was a difference of R1 862 948 between the list of outstanding cheques at year 
end and the bank reconciliation. 

• There was an unexplained difference of R4 588 424 between the trial balance and the amount disclosed in 
the statement of financial statements 

Provision 

12. No provision was made for the environmental rehabilitation costs of restoring the municipality’s landfill sites. 
A provision should be made for the entity’s present obligation incurred as a consequence of its past use of 
the landfill sites in accordance with the Standard of Generally Recognised Accounting Practice, GRAP 19, 
Provisions, contingent liabilities and contingent assets. GRAP 1 9 requires that the estimated outflow of 
resources to settle the obligation to restore the landfill sites, which is required at the end of the useful life of 
the landfill site, should be disclosed therefore I could not confirm the completeness of provisions. It was not 
possible to determine the extent of the provision due to the complexity and nature of such calculations. 

13. Leave provision was overstated with R1 488 575.10 due to vacation leave taken not captured on the 
Phoenix system therefore overstating the available leave credits at year-end. 

14. I was unable to obtain sufficient and appropriate audit evidence to satisfy myself to the valuation, existence 
rights and obligation and completeness for provision for doubtful debts of R 13 237 362 included in the 
annual financial statement disclosed in note 3 . The municipality’s records did not permit the application of 
alternative audit procedures. 

15. The municipality did not disclose the post employment medical benefit as required by IAS 19 Paragraph 83 
Post-employment benefit obligations shall be measured on a basis that reflects an estimated future salary 
increases, the benefits set out in the terms of the plan at the end of the reporting period; and estimated 
future changes in the level of any state benefits that affect the benefits payable under a defined benefit plan, 
Furthermore the municipality did not comply with the accounting policy to make such provision. Therefore I 
did not obtain sufficient appropriate audit evidence to determine valuation, existence rights and obligation 
and completeness of post medical retirement benefit. 

Commitments 
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16. The municipality did not disclose contracts amounting to R 4 351 641 as commitments as required by South 
African Statement of Generally Accepted Accounting Practice, 1 Presentation of financial statement. 
Furthermore it was not possible to determine if all commitments were recorded due to the absence of a 
contract management. No satisfactory alternative procedures could be performed to obtain reasonable 
assurance that all commitments were properly recorded. Therefore I did not obtain sufficient appropriate 
audit evidence to determine valuation, existence rights and obligation and completeness of Commitments as 
none was disclosed. 

Contingent liabilities 

17. A contingent liability should be made for the entity’s present obligation incurred as a consequence of its 
pending legal disputes in accordance with the Standard of Generally Recognised Accounting Practice, 

GRAP 19, Provisions, contingent iiabiiities and contingent assets. The municipality’s attorneys have 
estimated that that disputes between Kgetlengrivier Local Municipality and other parties with possible 
exposure of R1 695 000 were identified. Therefore I did not obtain sufficient appropriate audit evidence to 
determine valuation, existence rights and obligation and completeness of Contingent Liability as none was 
disclosed. 

Consumer debtors 

18. I did not obtain sufficient appropriate audit evidence to determine valuation, existence rights and obligation 
and completeness of Consumer Debtors of R1 276 586, as disclosed in the Statement of Financial Position 
due to the following, 

• there was an unexplained difference of R3 069 885 between the general ledger and the amount disclosed 
in the annual financial statements. 

• there was an unexplained difference of RIO 380 723 between the interest on outstanding consumer 
debtors accounts and the amount disclosed in the annual financial statements. 

• I was unable to obtain sufficient appropriate audit evidence for an adjustment of R5 335 979 made to the 
prior year Consumer debtors 

Other receivable 

19. I was unable to obtain sufficient appropriate audit evidence for Other Receivables of R3 140 546 as 
disclosed in the statement of financial position. The municipality’s records did not permit the application of 
alternative audit procedures. Consequently, I was unable to determine the existence, completeness, 
valuation, rights and obligations of Other Receivables as disclosed. 

Inventory 

20. I was unable to obtain sufficient and appropriate audit evidence for inventory of R 1 478 233 included in the 
Statement of Financial Position to satisfy myself to the existence, rights and obligations, completeness, and 
valuation and allocation of Inventory due to the following qualification. The municipality’s records did not 
permit the application of alternative audit procedures. 

• damaged stock amounting to R1 478 232 was not disposed off by the municipality 

• not all stock was counted and accounted for as stock items observed during a stock count did not agree to 
the stock records in support of the above mentioned balance. 

• sufficient appropriate audit evidence to support journals adjustments made relating to maintenance of 
electricity, fuel and oil, stock general and maintenance of sewer costs of R1 676 959 

Irregular expenditure 

• Section 38 (1) (a)(iii) of the MFMA requires that the accounting authority to implement and maintain an 
appropriate procurement and provisioning system which is fair, equitable, transparent, competitive and 
cost-effective. The municipality ‘s records did not permit the application of alternative audit procedure I was 
unable to obtain sufficient appropriate audit evidence to verify whether supply chain management 
regulations were complied with for expenditure of R25 771 024 due to management not being able to 
submit the requested supporting documentation or lack of compliance with laws and regulations regarding 
supply chain management, due to the following qualification. I was unable to determine the accuracy, 
valuation, completeness, compliance and classification of irregular expenditure due to: 

• Payments were made without quotation 

• No order form attached to the invoice amounting 

• No requisition forms attached to invoices 

• No tender documents were provided 


• Payments made to supplier without contract 

I was unable to obtain sufficient and appropriate audit evidence to satisfy myself as to the completeness, 
disclosure for unauthorised expenditure of R 1 194 638. An amount of R1 194 638 was not disclosed as 
unauthorised expenditure due to overspending of the budget. This amount was for collection costs and it 
was not included in the budget of the municipality. 

Investments 

21 . 1 was unable to obtain sufficient appropriate audit evidence for the exclusion of Investments amounting to 
R1 856 374.99, as confirmed by financial institutions, which was not accounted for in the general ledger. 
Furthermore, Investments of R17 827 407, with an investment period shorter than 12 months was incorrectly 
disclosed under noncurrent assets. Therefore, I was unable to determine the valuation, completeness and 
classification of Investments. 

Other liabilities 

22. I was unable to obtain sufficient appropriate audit evidence for Other Liabilities of R944 927. Consequently, I 
did not obtain sufficient appropriate audit evidence to verify the rights and obligations, valuation and 
allocation and the completeness of other liabilities as disclosed in note 12 to the financial statements. The 
municipality’s records did not permit the performance of alternative audit procedures. 

Statutory Funds 

23. I was unable to obtain sufficient appropriate audit evidence for Grant Reserve of R36 948 219, housing 
development fund of R1 932 278 and Capital Replacement Reserve of R16 173 297 which were written-off 
in the current year to eliminate statutory funds. The amounts written off were also not included in the 
statement of changes in net assets as required. The municipality’s records did not permit the application of 
alternative audit procedures. Consequently, I was unable to determine the existence, completeness, 
valuation, rights and obligations of statutory funds of R55 053 794 which were not disclosed in statement of 
changes in net assets as a written-off amount. 

Disclaimer of opinion 

24. Because of the significance of the matters described in the Basis for disclaimer of opinion paragraphs, I have 
not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 
Accordingly, I do not express an opinion on the financial statements. 

Additional matter 

I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

25. The supplementary information set out on pages [XX] to [XX] does not form part of the financial statements 
and is presented as additional information. I have not audited these schedules and accordingly I do not 
express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

26. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in Government Gazette 
33872 of 15 December 2010, 1 include below my findings on the annual performance report as set out on 
pages ... to ... and material non-compliance with laws and regulations applicable to the municipalities 

Predetermined objectives 

Usefulness of reported performance information 

27. The following criteria were used to assess the usefulness of the planned and reported performance: 

• Consistency: Has the municipality reported on its performance with regard to its objectives, indicators and 
targets in its approved integrated development plan, i.e. are the objectives, indicators and targets 
consistent between planning and reporting documents? 

• Relevance: Is there a clear and logical link between the objectives, outcomes, outputs, indicators and 
performance targets? 

• Measurability: Are objectives made measurable by means of indicators and targets? Are indicators well 
defined and verifiable, and are targets specific, measurable, and time bound? 
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The following audit findings relate to the above criteria: 


Reported information not consistent with planned objectives, indicators and targets 

28. Kgetlengrivier Local Municipality has not reported on its performance against predetermined targets which is 
consistent with the approved integrated development plan. 

Planned and reported performance targets not specific/measurable/time-bound 

29. For the selected objectives, 24% of the planned and reported targets were not: 

• Specific in clearly identifying the nature and the required level of performance; 

• Measurable in identifying the required performance. 

• Targets were not time-bound 

Reliability of reported performance information 

30. The following criteria were used to assess the usefulness of the planned and reported performance: 

• Validity: Has the actual reported performance occurred and does it pertain to the entity, i.e. can the 
reported performance information be traced back to the source data or documentation? 

• Accuracy: Have the amounts, numbers and other data relating to reported actual performance been 
recorded and reported appropriately? 

• Completeness: Have all actual results and events that should have been recorded been included in the 
reported performance information? 

The following audit findings relate to the above criteria: 

Reported targets not reliable as no supporting source information was provided 

31 . For the selected objectives and 100% of the reported targets the reliability could not be established as 
sufficient appropriate audit evidence and relevant source documentation could not be provided for audit 
purposes. 

Compliance with laws and regulations 

Strategic planning and performance management 

• The municipality Service Delivery and Budget Implementation Plan was not approved within 28 days of the 
budget approval date as prescribed by section 53 of the MFMA. 

• The Mayor of a municipality did not, within 30 days of the end of each quarter, submit a report to the council 
on the implementation of the budget and the financial state of affairs of the municipality as required by 
section 52 (d) of the MFMA. 

• The municipality did not indicate the performance of each external service provider of the municipality 
during the financial year on the annual performance report and there were no comparisons between 
performance in the current year with targets set for the current and previous financial years disclosed in the 
annual performance report as required by section 46 (1) (a) (b) of the Municipal Systems Act (Act No. 32 of 
2000 ) 

Budgets 

• Expenditure was not incurred in accordance with the approved budget of the municipality and exceeded the 
limits of the amounts appropriated for the different votes in the approved budget of the municipality as 
required by section 15 of the MFMA. 

Annual financial statements, performance and annual report 

• The municipality did not prepare financial statements in accordance with section 121 (1 ) of the MFMA which 
fairly presents the state of affairs of the municipality, as corrections of material misstatements were made to 
the annual financial statements submitted for audit on finacial year ended on 30 June 2010. 

• The municipality did not prepare the Annual Financial statements and within two months after year end of 
the financial year to which those statements relate, submits the statements to the Auditor General for 
auditing as required by section 126(1) of municipal finance and management act. 

• The integrated development plan of Kgetlengrivier Local Municipality did not include the key performance 
indicators and performance targets determined in terms of its performance management system, as 
required by sections 26(i) and 41 (1) (b) of the MSA and regulation 12 of the Municipal Planning and 
Performance Management Regulations, 2001 . 

• Kgetlengrivier Local Municipality did not develop and implement mechanisms, systems and processes for 
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auditing the results of performance measurement as part of its internal audit processes, as required in 
terms of section 45 of the MSA. 

42. The accounting officer did not by 25 January of each year assess the performance of the Kgetlengrivier 
Local municipality, as required by section 72 of the MFMA. 

43. Kgetlengrivier Local Municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by regulation 14(2) of the 
Municipal Planning and Performance Management Regulations, 2001. 

Audit committee 

44. The municipality did not perform a risk assessment during the year, contrary to Treasury regulations 
Section 27.2.1 . 

Internai audit 

45. The internal audit unit of the municipality did not fulfil its responsibilities as required by section 165 of the 
MFMA. 

Procurement and contract management 

46. Expenditure was not incurred in accordance with the requirements of the supply chain management policy of 
the municipality, which resulted in irregular expenditure as per the definition of “irregular expenditure” in 
section 1 of the MFMA. 

47. Proper record keeping and management was not in place resulting in requested information not being 
available or supplied with a significant delay, as required by section 62(1) (b). 

48. The municipality did not advertise to invite prospective providers of goods or services to apply for evaluation 
and listing as accredited prospective providers annually as required by the Municipal Supply Chain 
Management Regulations SI 4 (a) (ii). 

49. Contrary to Section 15(2) (b) of the Public Audit Act, No ID numbers of councillor’s family members and ID 
numbers of family members of employees in Supply Chain and Procurement section could not be provided. 

Expenditure management 

50. .Expenditure was not paid within the required 30 days from the receipt of an invoice, or such a period as 
prescribed in section 65(2)(e) of the MFMA. 

51 . Unauthorised, irregular and fruitless and wasteful expenditure was not managed as prescribed in section 32 
of the MFMA. 

52. Invoices were identified where VAT registration number of the municipality does not appear on the invoice. 
This is in contravention to the Section 20(4) (c) of the VAT Act no 89 of 1 991 . 

Revenue management 

53. The municipality did not update their valuation roll every four years as required by the section 32(1) (a) and 
32(2) (b) of the Municipal Property Rates Act no. 6 of 2004. 

54. The municipality does not have a property register as required by the section 23 (1) of the Municipal 
Property Rates Act no. 6 of 2004. 

55. The municipality did not apply for the tariffs used on electricity charges to the communities from NERSA as 
required by the section 15 (2) of the Electricity Regulation Act no. 4 of 2006. 

Internal control 

I considered internal control relevant to my audit of the financial statements and the report on predetermined 

objectives as well as compliance with laws and regulations, but not for the purpose of expressing an opinion on 

the effectiveness of internal control. 

58. The matters reported below are limited to the significant deficiencies regarding the basis for disclaimer of 
opinion paragraph, the findings on the report on predetermined objectives and the findings on compliance 
with laws and regulations. 

• Leadership 

The accounting officer does not exercise oversight responsibility over financial and performance reporting 
and compliance with applicable laws and regulations. There was no code of conduct for employees 
established. 

• Financial and performance management 

The finance and supply chain management departments are understaffed which resulted in material 
amendments to the financial statements submitted for audit and non compliance to supply chain 


management regulations. Furthermore due to inadequate record keeping and record management, 
requested information was not always available as per agreed timeframes. Tender documents and 
contracts were not submitted for the audit, supporting documents for expenditure and receivables were not 
provided. There were instances were no formal written price quotations were not attached to invoices for 
transactions between R1 0 000 to R200 000. 


• Governance 

Proper governance structures are not in place and not functioning effectively as the municipality does not 


have an internal audit division and audit committee to enable an assessment of the effectiveness of internal 
control over financial and performance reporting. A fraud prevention plan is not documented and used as 
per the requirements of applicable legislation. The municipality does not have an internal audit division and 
did not fulfil its responsibilities as set out in legislation and in accordance with accepted best practice 
furthermore the annual financial statements and performance report are not reviewed prior to submission 
for audit. 



Rustenburg 


21 September 201 1 
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